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SUBJECT: CENTRAL BANK TO LIBERALIZE LOAN RESTRICTIONS 

1 . THE GOVERNOR OF BANK NEGARA (THE CENTRAL BANK) HAS 
REPORTEDLY INFORMED THE COMMERCIAL BANKING SECTOR THAT HIS 
AGENCY WILL BE LIBERALIZING LOAN RESTRICTIONS PRESENTLY IN 
FORCE. AREAS OF LIBERALIZATION WILL BE TO ALLOW BANKS TO 
MAKE LOANS AVAILABLE FOR THE PURCHASE OF SECURITTIES AND TO 
EASE RESTRICTIONS ON FOREIGN CONTROLLED FIRMS BORROWING 

IN LOCAL MONEY MARKETS. THESE ACTIONS FOLLOW THE RECENT 
LOWERING OF THE PRIME RATE FROM 8.5 TO 7.5 PERCENT. 

2. COMMENT: THESE MEASURES ARE AN OBVIOUS ATTEMPT TO DRY 
UP EXCESS LIQUIDITY, NOW OVER 40 PERCENT, WITHIN THE LOCAL 
BANKING SYSTEM. HIGH LEVELS OF EXPORT EARNINGS COUPLED 

WITH LOW LEVELS OF PRIVATE SECTOR INVESTMENT HAVE CREATEDTHE 
PRESENT LIQUIDITY SITUATIONAND THE GOM IS REPORTEDLY 
WORRIED THAT CAPITAL MAY BE LOST, THROUGH TRANSFERS OUT 
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OF THE COUNTRY, IF IT IS NOT PUT TO SOME USE. THE CENTRAL 
BANK HAS ALSO BEEN QUIETLY SELLING OFF ITS OWN HOLDINGS OF 
GOM TREASURY NOTES IN AN EFFORT TO DECREASE LIQUIDITY IN 
THE ECONOMY BECAUSE OF THIS FEAR. END COMMENT. 
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